.

. dinterast revolves around the apph

. v . - . . i ¢ ) S .- )
‘ ¢ - PR . S .Y : C S VI )
f e , : - : -« T
S ., DOCUMENT RBSUQE- ‘ - "\
‘ED 093 33¢. > - .. 7 .1r 000 821
~AUTHOR _ Perry, Hartln Y
TITLE Recent Trends in -the structure of the Cable
. ' Television Industry. -
INSTITUTIOX - Stanford Unlv., Callf Dept. of Economxcs.
PUR DATE- © . May 74 |
NQTE 42p.; Center for Reseérch in Ecoaonic Groutb No.
L 4y , ’ .
EDRS PRICE -~ ‘HF-$0.75 HC-$1.85 PLUS POSTAGE . . RS
DESCRIPTORS - *Broadcast Ingus ry; *Cable Televisjou; *Industt;al
- " Structure; In

ust 7 *Vertical Organization
v .

A}
2

ABSTRACY - : N
After a brief reviév of the growth “of cable ]
television from 1948 to 1965, the paper examines in more detail =
trends in the structure of the ;Péustry since 196%. Spec1f1cally,
rent trends of -concentration and '
vertical integration within the industry. Carpprate histories of the
leadlng firms are then used to demonstrate the reasons ‘for the
increases in concentration. .In addition, documentation is’ presented
of vertical’integration by the leading firms dinto both progran
production and development of specialized equipuent. Finally, .these
recent trends are related to the “public good" aspects of prograning.
Conclusions on network formation and possible pOllCY alternatives in

,cable telev151on are made.'(AuthOt/Ha)

I3

. F »
A {

"I . > - - ! .
. . K .

A o
e ’;:i
. ’ :



-

JAruitoxt Provided CED

N
- - A
. \ ) h
. .
- .
> o> ' y
3 N -
.- .
&
i » .

. -RECENT TRENDS IN THE STRUCTUKE OF
¥ L. > Vd . . .

‘THE CABLE_TE}EVISION INDUSTRY.

. - Y

By

L4 : -

: Martin Perry

A N

Discussion Paper
§ganford Univetsitx
May, 1974

EDUCATION A WELFARE
NATIONALINSTITUTE OF
EDUCATION
LTHIS OOCUMENT HAS BELN HEPRO
YV ODLCED EXACTLY AS RECEIVED | ROA
THE FERSON OR QRGANIIATIONCRIGIN.
ATING IT POINTSL CF VIE N OR OPINION
STATED DO NOT NECESSARILY REPRE -,
SENTOFEICIAL NAYIOKRAL INSTITORE OF ,
' EDUCATION PGSITON OF PCLICY )

B
-

‘JS GEPARTMENT OF HEALTH : .

-~



O

ERIC

Aruitoxt provided by Eic
.

-y
.
7
.
~
.
P
—~
.
&

k
¥

o

=

s .
N ..
. N LT
‘ y ( ) B
. .
.

o

STUDIEéAIN INDUSTRY ECONOMICS

J . NO. 44
5 R ;r'
b o
Department Qf Econpmics

“Stanford Univeréity

-

~iy

o



.....

s .
- . . 'o'

RECENT TRENDS SN THE STRUCTURE OF THE CABLE TELEVISION-INDUSTRX}
. . . : .. o ; [ om

by

» A -
P \ - N ]
. L [ Rz N

’ s Martin Perry -

o

v In recent years, important questions have been raised about

the imp@cr of the growing cable televisién industt) upon teleiisibnv/om- - 7'_

‘muhications. Thie paper is an attempt ‘to ahed light on this problem by
N

.lr ‘
examining some aspccts of the strucutre ?f ‘the cable television industry. ¥
1

[ 2 -

Section I ‘presents a brief hiatory of the‘cTV industry. 3896tion 11 docu—- v\

ments recent trends of concentration in‘ownarehip in the GT\\industry_
‘ .

Section III discusses growth ‘of the five leading CTV- firms. Section 'a
/~

digcusses the vertical integration ‘of the sama fivegleading cTv firms: '

4

" Finally, Section v concludeg witb an'explanatcry>scenario of theee-recenttj'

i S N v r .
events within the CTV industfy.-ﬁi : o 4”,
(5% -y . - iy L R
: oAy ‘ ’ < E ‘
A _ ¢ , Mmoo \t‘ [ : . . . . . ‘ ~\ . .
- Section I ' - e ¢ 4

nities« Costs of these two]early syst ms were muinly covered by the’

’ . {
* 1
The piloneering applicatione of cable television technology

occurred in late 1948 independently iﬁ Astoria. Oregon by 1. E. Parsons.

s

and in Mahanoy City, Pennsylvania by John'Waleon.2 Aatovia and Mahanoy

.City were just beyond the broadgast range of .the new over—the+air tble~

vision stations in Seattle and New York City, respectively. Howevev,

Parsons and Walson discovered that the over-the-air television signals -

1]

could be received by large suitably-located antennas_and then retrans- '

mitted by ~able to télevision-hungr& homes in theii respective comnu-

S

\

profits on the -gales of television sets’ to the sobscribers.
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\ »
The pattem was soont followed in other similarly situated

.compunities as’ a resglf of the 1949—1952 FCC freeze on“teleQision

spectrum allocations which postponed the introduction. of over~the-air

‘ ! ' N v ' /\/’
television outside major urtan areas.3 Even with the rapid spread of

" over-the-air television after 1952, cable teleVision continued to

'per year were enrolled umtjf\1964.

grow. CTV industry subscrijptions doubied every year uwtil 1956 ,

i ] >
reaching 300 000 and thereafter approximately 100 000 new subscribers
4

-

This growth of tha CIV industry can be partially5 attributed

N > : )
to Eﬁé‘demand'for additioneiﬂtelevieion network pr«gramming inthose

communities having over-the-alrx accesg to less than the three exieting"

-

= ¢

net&prks. Full\over-the-air network coverage.of the'entire nation

-

coald hhve been achieved by a Federal Communications Commiaeion policyﬂ

of regional television spectrUm allocations. Instead FCC policy
arising from the 12 49 1952 deliberationa prevented full nctwork cov-

erage by grantinh only local: television specirum allocations.é_ As a

‘result, many small local television markets unable to support three

network eifiliates were denied the fulllnefwork proyramming that power:

s 5 * . 4 13

ful regional television stations could ?ave aupplfedi Thus, during

the 1§50’s and eafiy'L960!e, cable EeleVision grew aud prospered in

{

,‘ -
—t

6he gaps of incomplefe network cOVerage, complementing over-the-air
) T N N ’
television service. o miﬁ . ‘ A .

~

In a report to the FCC in 1965 Martin Seiden [19651 stated

3

" that there were, no existing CTV systems operating ‘n communities with

< ‘ ‘ . *

/

"\
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good reception of the three network signels. ‘Further, Seiden ques~

. b
.

tioned the potential of cable television to penetr?te such markets. "

[

Thus, Seiden concluded that the’ growth of the CTV industxy would be ’

'

limited to communitiee which wvere unable t9 receive the thqee network

>

signals and which could be. profitably wired., Seiden compoted the re-

sulting maxinum;nétional CTV penetration for 1965 at six million sub-

. scriptions, only 10%'of total television‘hbmes at the._,,tim,e.,7

Even though CTV subscriptions did not reach six million

until 1972, the years 1y66 and 1967 witnessed the intreduction of

-qable televieion into New York City and Los Angeles, respectively

] oy
During the early 1960's, CIV entrepreneuta had come to believe that
&L 7
some combination of imptoved reception, local origination, and im-

portation,offadditional independent television signals could make

urban cable televigion profitable. ‘Apperent initial successes with

N "
L] N . -

cable television in large coummunities attracted additional capital '
\ ; ,
and publicity to the CTV industry. The exaggetated apecterrof ar -

"wired nation”8 appeared to be a serious thtedt to over-the-air tele-

N .

vigsion and- the communications system fostered y the FCC Thus,'“

prodded by existing broadcast interests, the PCC asserted and initialed
¢ } .
regulatory control over the CTV industry in March 1966. , /

. Sbme aspects of the regulatory influencea upon the CTV in-

e e

.dustry will’Be digcussed {n Bectionvv. But first, the trende of in-

creasing concentration, groth of large ”CTV chains," and vertical

- integration within the CTV industry will be discussed in 8ections I}

111, and IV, rcspectiVely
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Section 11

b +
.

in rhe‘discussion of "CIV qha{ns" to follow, conchntration ‘

sho&ld no; be 1nterpreted as traditional horizontal 1ntegration. In-

’ ' . AN
dividual CIV systems are franchised &8 'lotal monopolies and therefore

-

)

j ; , by definition cannot compete among thetnselves for subacriptions. Thua,

coneentration ratios have no ‘meaning in the traditional sehse. However,
(Y

concen‘i‘tion ratios are examined in this eection in order to 111uc1date\
'
the trenda in the national market for acceae‘to viewing audiengea. In
doing so, the information may be of assistance for eaaminsfthe itplica-
tions of the growth of cable\televieibn onltne quant{ty,'quAIity;,vari— :
ety, and price or progrémming availabie'to thexnatiop{s televieion.
.viewers.. Coe ‘ ‘ < | |
Based on the Seieen report,9 a rough picture of the CIV 'in-
eustry can be cqnatructed for Januar§ 1, 1965 (eee tabie ;;:coinmn 1).
| \\Qhe leading fonr CTV‘firms accounted for approximately 250,000 sub-
' scriptions-~half of these belonging to H&B Communications controlled
by RKO General ~Relative to, total 1ndue§ry subecriptions of apptoxi~ ’
mately 1,275,000, the tdmputed four-firm concentration ratio is 19.6%.
Further extrapolation from.Seiden{s data yielde a eight;firm concen-
tration ratio of 28.2%.
Between 1965 and 1970. gro;tn'of industry reapera struggled
b:co.keeplpaee with to}dl industry growth. From a book edited by Charles
Tnte [1971f‘ent;ticd Cable Television ln the Cities and from Moudy's

. .
. ' \ .
Industrial Manubls, one cen;honetrdcc rough upper bounds on. the sub-

. i \
o f




(1) Jan..l,-Lgﬁg :

1. RKO-H+B 120,000
" 60,000
40,Q00

- 30,000

. 250,000
: 30,000
30,000

25,000

© Industry 1,275,000
1, 1972

" 535,000
Cox 197 ;000
ATC: 180,000

Viaconm- 150,000
1,062,000

(3) Jan.
TPT

SO

Fw e

O =3 N\

25,000

360,000 +

> (16.6%)

(28.2%)

+ (20.0%)

5. Tele-Comm 142,000
6. . Cypress 140,000
7: CG 123,000 ]
8. TL 106,000 S
1,573,000 -+ (22.7%)
industry 5,300,000 '
(5) Jan. 1, 1973
TPT >680,000
Whrner >360,000
Tele-Comm >320,000
ATC . >275,000 min. *
. 1,635,000 + (22.4%)
. Cox >?h91000 ’
" Sammons >200,000
Viacom >190,000 .
. CG >170,000 . min.. . ™
T 2,5&0,000 + (33.4%) .
industry T,BO0,00Q

‘1. H+B

W -

(2) Jans 1, 1970 -

;242,000 s
2. TPT . <243,000. -
E.',Cox. .~ <190,000- -
. Videom ~  <150,000 - max.
« 7 . <825,000 ~ (18. 3%)
5. 'CG . 123,000 : 1
6. Cypress .<120,000
7. ATS 112,000
‘B.“TL T <106,080 max.
‘ 41,286,000 + (28.6%)
' industry h,seo 000

" (4) Jan. 1, 1912 L

, TPT 670,000
"‘Warner 360,000 (includes Cypfess)
. Tele-Conin 270,000
ATC © 260,000
‘ 1,550,000 ~+ (93.3%)
5. Cox’ 240,000 -
6. Sammons’ 200,000 -+ . .
7. CG 170,000
8. Viacom 170,000
‘ 2,330,000 + (35. o%)
industry 6 650 000 -

(6) Jan. 11,1973 ..

1. TPT 680,000
2. Cox~-ATC 520,000" ) :
3. Warner 360,000 '
4, Tele-Comm .320,000
1,880,000 + (25,8%)
5. Sammons 200, 000 ‘
6. Viacom . 190, ooo
7. CG 170,000~ i
8. Camm. Prop. 160,000 )
2,590,000 » {135.5%) ’
industry’ 7,300,000

.
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’ .Table 1
T(contlnued)

(7) the 1, 1973 , RKO = RKO Genéral, Inc. (subs. of General
1 ”,@ o , ; ' Tire and Rubber Co.) oy
2. wzzner sgg 883 H#B = H+B Commynications Corps.

. 3. Tele-Comm 387.000 TPT = TelePrompter Corp.
h. ATC 0,000‘ Cox = Cox Wable Communications Corp.
) 1987000 (24,8%) (subs. of Cox Broadcasting Corp:!) .
5. Cox ’275’000 T Viacom = Viacom Internatiohal Inc.
€ Viacon 25h,000 ‘ (subs. of Columbia Broadcasting
7.. Semmons, 221’000 - System, Ine. until June, 1971)¢
8. ¢ -202,000 ' ATC = American Television and Commun1cations
. P SsE RoAA-A »
v 7,939,000  (36.7%) Corp. |
. Cypress = Cypress Communications Corp.

industry 8,000,000 CG = -Cablecom-General, Inc. (subs. of

- . ‘ RKO General, Inc ) SN

TL = Tdme-Life Broadca.st Inc.
Tele-Comm = Tele-Communications, Intc.
‘ Warner = Waxner Communcations, Inc.

Sammons = Sarmons Communications, TInc.

Comm. Prop. = Communications Properties, Inc.

. ‘ ,__\ \

(1) Seiden presents only the RKO-H+B subscription count. Others were con- :
structed from his additional data. The industry subscription count is from .
TV Factbook-Services Volume, 1972-73, P. 75a.

(2) H+B's subscription count.is from Moody s Industrlal Manual (1970), .'2039.
TelePrompter's subscription count is from compiting the July, 1972 subscrip-
tion total on only the systems TPT owned as of Jen. 1, 1970 --s substantial
overestimate. Cox,s‘subscription count is from Tate's Jan., 1, 1971’éstimate.’
after subtracting minor.1970 acdquisitions. The Viacom (owned by CBS in 1970)
.Cablecom-G: teral, apd Time-Life subscription cdunts dre from Tste's Jan. 1,
1971 estimates. Amirican s subscription. count is from Moody's Tndustrial
Manual {(1970), p. 190. Cypress's subsceription count is from Moody's Tndus-
trial Manual (1971), p. 76. The'industry subscription count is from TV -
Factbook-Services Volume, 1972-73, p. 75a.

(3) Firm subscription ‘counts are from Tate, p. 106 which appear to be most
accurate for Jan. 1, 19T71. The industry subscription count ia from TV Fact-
book-Services Volume, 1972-73, p. T5a. _ N

.

(L) Firm subscription counts are from ny. direct compuﬁations from v Fact=
"book-Services Volume, 1972-73, p. 84a.’ The industry subscription count is,
- from averaging Jan.'1l, 1972 (6,000,000) with Jan. 1, 1973 (7,300,000); 'V
- Factbook-Services.Volume 1973-T4, p. Bha. Warner includes Cypress herger.

‘agreed on in May 1972, but not consummated until Sept. 1972.

.

s
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(5) Firm subscription counts 'aré obtained by updating my July 1, 1972 com-
putations for acquisitions and mergers occurring during the second half
of 1972 as reported in the weekly CATV Station Activity Agendas., The
industry subscription count is from TV Factbook-~Services Volume, 1973-.
7&, p. 8ba.

( "

(6) Firm subscription counts are same as July 1, 1972 except they include
the unconsummateu merger of Cox Cable Commiesion Corp. and American Tele--
vision and Communications Corp. in July, 1972.

b - . '
(7Y Firm subscription counts are from Weekly Television Digest, Special
NCTA Convention Supplement, June 17-20, 1970, p. 1l.. The induetry sub-
scription count is an estimate of 700, 000 subscription growth for first
{ five months of 1973, .

] \

y-—




o qnnlptlun :hunta uf Inndlhn titms an of Jﬁnuaty 1 1970 (uue tabla l

columy 2). Kelative to total induatry subgcriptions of 4, 500 000, the'

regnlting maxlmum four- and eight:firm concentration ratioe are 18.3% ,
and 28.6%, respectively. ) ,

By using Tate's computet{one without aajuslmenb; one obtalns -
an approximare picture of 'CTV industry leadere a8s of January 1, 197l

(see table 1, column 3),. Relative to total industry subscriptionséof

- »

5,30C,000, the resulting four— and eigh*—firm concentgation ratios are
y .

-

- 20. OA and 29; 7“, respectively. quefully, theSe are good eetimates

against which to compare the,more recent ratios.
B : N »

If fio trend in concentration was evidenced from 1965 through

- 1970, the evidence sinoe‘l97q geems to confirm’nodest increasee in con-
E centration. Based'on extensive computatione from the 1972-1973 Television
Fectbook survey of cTV systems, the aubscxiption totals for the eight
leading firms can be computed as of July 1,.1972 (see table l, column 4).
Using a mi dyear 1ndustry subucription total of 6, 650 000.11 the‘computed :

fout- and eight—firm concentration ratioe are 23.3% and 35. 01, respec~

tively. This-represents a slight but noticeable increase in concentra-

tion gince January, l97l.

By updating the data from July, 1972 to include acquisitiOns
»

and mergers affecting.the leading CIV firms during the second half of

1972,12 minimum concentration ratios can be computed for January 1, 1973

(see tahle 1, columg 5). These rating sre minimum limits for the exart

valueg (n thatl the data do not allow: for accurately estimating the la- .
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: ternal growth of these CTY firms during the second half of 1972, How-~

*

ever, theae ratios axe a untful theck on ‘the other reaulta since the -

glanrary 1. Television Facthsnk eauinetc of total industrr :absctipt!bnu e
is presumably more accurate than midyear interpolationsi Thus, relative .

to total dndustry subscripgions of 7,300,000 for Januaty l ‘1973, the

four~ and eight-firn concentration ratios are 22 4% and 33,42 respec-

s

| tively. , C B R . R

In July, 1972 American Television and Communications Corp. e

3

\ O (ATC) and Cox Cable Communications Corp. (Cox) agreed on a stock formula

®

i to merge their two firme., But as -a rebult of an informal disapproval

.|

by the Justice Depsrtment the mergsr plans'were cencelled in April,
19735 However, if the merger hsd been approved. the minimim four- and
eight coricentration ratios for January. 1 '1973 would have been substan-
tially incressed to 25.8% and 35.5%, reapectively (see table 1; column 6).

Finally, a yet more recent gsuge of concentration in. the CTV ;

Y S

induatry can be obtained by means. of data contained in the special

-

National Cable Television Association ConVentiop Supplement of the

Weekly Television Digest. Su’scription totals for the leﬁding eight

13

CIvV fi{rms are obtained for June 1, 1973 (see table l, column 7).

-~

Assuming that new subscriptions for the first five months 0£-1"73 ‘may K
be _as high as 706 000,:4 the 8 millionafstimated total industry sub-

scriptions for June l 1973 yield four-~ and eight—firm concentration
A} ]

ratios of 24.8% and 36.74, respeétively.

.

\ = . - . . . \
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Examining table 2, one finds:no evidence of ircreased con-
centraéion in the CTV industry unti) after. 1970, and then only modest °
*inére%ses. Howevgr, this- evidence cah be deceiving without further ,“
’examination of the induBtry.‘ Firet, from January 1 1965 to January 1,

1971, industry substriptions quadrupled‘?rom 1.3 million to-S. 3 nillion.

_This four million increase in subscriptions was Spread over . 1300 systems )

-

¥

existing in 1965 as well as over 1200 new systems beginning operation

<

by 1&11.15 Thus, the maintenance of tonetanttconcentration requited the- .i
‘ ragid growth of multi— system CTV firms by ‘means of acquisition and merger.:
Second, the tecent experience indicates concentration ‘may rige even wi{h

--imﬁiicit ban by the Justice Departmert againat mergers among leading CTV

L e f{rms. Thua,'the aggresbive tendencies for industry leadera to grow .

<
-

with and even outgrow the industry as a whole will now be examined in

4

.section III.; ’ , ' 4 oo

“

“ “
s » TelePrompTer Corp.,%’17

the current industéy leader with over

" BOO, 000 aubscriptions as of June 1, 1973 has been built pred&minantly J‘Q;

;'by;acquieition and merger. ‘The corporate entity was formed in 1951. but
the first venture into oable tele01sion was in 1959 with the acquisition
of'two*analf éy?teme in New Mexico.- Cther acquieitione of individual
systene.sqon‘followed.i felePrompTer aéquired Eugene, Oregon (SF) and
Elmira, New York (SF) in 1960 Senta Eruz, California (SF) and Johnston,

18

Pennsylvania (SF) in 1962, and Tuscaioosa,‘Alabam&f(S) in late 1964

P Y AR

L XN
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I'd

'merger.“ In }968 and 1969, franchiaea and undeveloprd syatems vere

\-
s

r
J

s

Then until 1968, acquisitions virtually hatted while interest focused
on franchising and initial develdpment of the first urban CTV systems

in New York City and Los Angeles.

In De"ember, 1965, New York City 3ranted TelePrompTer a
-<

franchise for the northern portion of the Bo}ough of Manhattan ¢on-
-y ,
taining ‘approximately 40b 000 dwelling units. Hughes Airoraft jGined

TelePrompTer in the New\York City franchiae by acquiring»AQZ of Tele-~

o
A

prompTer Manhattan CATV Corp. in June, 1966. Then in. Decemher. 1966...

L N
TelePrompTet and Hughes obtained franchieea from Log Angelés for vari-"

ous acreas of the city containing aﬁproximately 180,000 dwelling units.
S '\-‘
Development of these two systems began‘soon after franghising. and cur-

rently they are TelePrompTer 8 largeet twd eystems as well a8 being 5,

.

¥

among the ten largest syetems in the nation.19

} In 1968 TelePrompTer began a new phase of acquiaition and
1

t ‘\A.
acquired in Alabama (Mobile (F)), New York (Newburgh (F))," 5’" Jeraev

-

(Newark (F)), and Floride.- But more importantly, in Septembex, 1970. e

20 SN

TeleﬁromoTég merge&«ﬁith»H&B Commungcationa Corp.,  the industry

3 . - . . o -
- Iéader. H&B was formed in 1941, but had only‘been.involveo in the

\ .

cable televisioh”industry Bince 1960,  In 1961, H&B had acquired the
4 . N

. large Renoy Nevada (S?) ayetem. Other. acquisitions during the’1960 8
had included Florence, Alabama (SF), Clarkeburg, West Virginia (S),
Dubuque, Iowa (S), Rochester, Minnesota (8), and the several small
sfstema of Jack Kent Cooke, Inc. in 1968. &n addition, franchiees

R4

£a
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3 gy

4

California (s), Santa Monica, California (S), .and wildwood. ﬂgﬁ

l-major new franchiaes in San Betnadino, Californla (SF), Oakland, Cali-

. greseive leadership in the'deéelopment of urban CTV systens and 1in >

were developed during the 1960's in communities includinglLoﬁpoc.l-;' A

Jersey (S). Thus when the méfger'was.conbummate%, H&B added approx-"
\
1mately 250, 000 aubecriptions to TelePmepTer 8 over 200, 000 aubscrip-‘

+

tiona\ With the additioc?l dcquisition of Reeves Telecom Corp\ 1n

.

S A

lat? 1970 (Huntsville, Alabama (SF). POrtamouth; Oregon (S), agd vy

.Seattle;’Washington (M), TelePrompTer's npproximate subscriptién

> \ 3 N .

cQunt of January 1, 1971 reached 535, ooo... SO
L : Since 1970, TeloPtqmpTer has redirected its attention tdwutd =

, . ' r‘ ’

' obtgining and acquiring franchiaes in’largo ccmmunitien ;pstend ‘of ac~-

quiring exioting latge CTV sys%ems. Specifically, lee/tompTer tow has '

fornis (7); Los Angeles, Califorhia (r). Lakeland, Florida (), West p
Palm Beach, F;orida (r), Trenton, New Jetsey (F), Islip, New Yo&k (F). .
Gre nville,~South Carolina (F), El Paso, Texas (F) Tacomg, Waahingcon
(r), WOrchester, Massachusetts (F), and other communities. TelePrompTer
can algo expect to obtain additional large franchisee!from among ita

" 22 Lo ! i
' 7Qf80.app11cations. Lo . Q\.

L4

Thus, TelePrompTer s growth has traditionally resulted ftom S
/

_mergexr and acquiuition. However, TelePrompTer has also exhibited ag-

> ' ' . N

’ . i

/
franchising large‘communities. Thus, future growth will undou?tedly
shift to thg internal development of existing and new Eranchises in ‘ o

urban areas and medium-sized towns. ‘ !



S - )
W) ;,“’ The second largest CTV firm behfnd TelePrompTer is Wamner -

-, - - *

'Q

LI
. B

- Communications, Inc.23 with approximately 450, 000 subscriptions as of

' . !

ﬂunefl.,1973 Originally invélved in funeral operations, cleaning.

L3
¢
and maintensnce)services, and, parﬂing garages Kinney Servicos began
!

]
a-redirection of interests wi h che acquisition of warner BrOs.~Seven .

Arts. L;d. in July, 1969. In 971l the funeral opefag\ons and other ..

L} »e

constrdcti&h services were sold and ths company began acquiring cable
..)‘ “ @
\\teleuision firms. Initiﬁlly,‘g number’ of small CTV systems vere ac-

N\
quired from Continental Telephone Corp. (Reston,'Virginia (F)) in , ¥

DecemBer, 1971.° But in, Januaty; 197&? TeieVisibn Communications Corp.
N e
" was acquired co consolidate rhe cable telcviaion_properties of the
. : R

renamed company, Warner- Communicacions. Soon after in Septemb%r, 1972,

" the large Cypress Communications Corp. was merged into TeleViaion Com- y

' ~

munications. : : . 4 e

.
), a TeleVision Communicationa Corp.za

) [

Was forded in 1962 and .
gradually acgulred a numBgr of small to medium size CTV systems during

. the following decade (Pottsville, Pennéylvsnia (S) and Danville, Illi— ~
nois (S)), and Winter Haven, Florida’(F)) In 1969, Television Communi-
-catidhs Corp. was not among the leadingleight CTV firms and had lees Q
than 100,900 subsqriberszY However,fthe addition of Cypress COmmunicstions .
erp.,zs with over 180,000 subscriptions as of July, 1972, made Warher
the second 1argest~CTV firm behind onlf TelePromoTer.' Cypress was formed B

in 1565, and since. 1968 had acquired\gev:ral large systems end'franchises‘

such as Altoona, Pennsylvania (S¥), Ft. Walron Beach, Florida (SF},Z

)



¢

Ohio (P), Bakersfield, California (SF); and Csnton, Ohio (SF) In - 7

Haddition, as a'resurt of the Cypress acquibitionn warher has become '

J Y. con : -

o . N .
. . . -
. - N
o ) \ . 4
. ” -4 ‘7.

Kingsport. Tennease (%ﬁ). Palm Springs. California (SF). Columbus, o1

» " A

ot =

; the lesdingtapplicant fof new grban franchfses tKroughout the nation.?7.r

I

“

l }hus Wamer- Communications is &. specific example of the in-

+ ‘-"

tense interest that cfble television haﬁfgénarated during the 1970‘5.-.
“n ﬁ

*The compsny b §c! the result of;a comglete rsdirsction of busincss dnto \

] I}

filnhmqging and . cqple television is the. sp@nvof a few yeats.. The csble

3 »

television hold;ngs have’been accumulated predominantly by merger ac-

ivity ina1972 with the old-Cypress Gommunicatxons Corp. as the core. v 2

”? .

Since Akron and Columbus, Ohio are the only two substantial undeveloped

franchises, future growth may depend on new acquisition328 or onh rev

W 1

ceiving and developing new franchises from among. 1ts over 80 applications.

Tele- Communications, ch.,zg currently the thixd largest CTV

firm with 387, 000 subscribers as of Jupge 1, 1973, was formed in 1968 to

vconsolidate many small cable television systems in the western atates.

i

{
i

Since 1968, the growth of Tele-Comm {cations has been almost extlui /

sively by acquisition and ‘merger. In Januéry 1971, Tele-CQnmunicstions:
acquired Centre Video Corp (State College, Pennsylvania (S), Avalon,

.

Pennsylvania (F); Glassport Pennsylvania (F), snd Penn Hills wanship

(F)) with substantial cable television holdings in’ Pennsylvania. Then

4

"1n 1972, Te1e~Commun1cations also acquired Rust Craft Cable Communica—

tions, Inc. (Lima, Ohio (S)). Evening Telegram Company (Fremont, Cali-

fomia (F) and Daly City, Californiea (F)), Nation Wide Cablevision; Inc.

le



/ H

, K (Garden Grove, California (M, s énJLorenzi California (F) San Mateo,

Califolnia (F), and. Bellingham, Waahingtoj (S)) More recently, Tele~‘v
. o Communicatione acquired FCB Cableviaion, Inc. (Sunnyvale, California K H
\ R4

AR, Oceanside, California (S) Pueblo, Colorado (SF), and Poughkeepsie,
b New York (F)) 1in April 1973. ' AN

- B .

SR N

: - <.= ' :y
~+ In addition to acquisitione, Tele-Communications has obtained

s sharea of franchises in-and-arotnd Kanaqs City,‘Missouri (802)" in i

)

. Salt Lake City (F) and Ogden, Utah though 50% ownerahip o£ Community v

v \

of Utah Inc., in Vallejo California (F-SOZ). and in Madison, wiaconsin

> Al
..

n L (F-25%). However, even though Tela-Communications has a subatantial

- L

e
edge over thes other leading CTV firms in numbers of undeveloped franchisqs_-

~

(primar*ly in California, Utah, Kaneas, and Missouri), the majority ap~

pear to have only limited potential for subscriptiona. In addition,

¢‘w,' Tele-Communications lage in the'competition\for new urban franchisee.30

'Thus, Tele~Communications. Inc.rie primarily composed ofv}

, smaller QTV systems which have been‘accumulated by stock acquisitions.
. s .

- ‘

However, future growth is likely to depend more heavily on the internal
e ) c ' ! ’ .
'development of existing franchises, most of which are in medium-sized
. ‘. - | .

?communitiea. In this eense; tele—Communications differs from other in-
dustry leaders by.its apparent lack oé enthuaiaam for marketing cable_
television in, central cities. .

American Television a%d CommunicatiOne Corp.31 was formed

_‘in,l968 and has since acquired CTV aystens throughout theinatipn: Early.

acquisitions included Lafayette, California ($), Mankato, Minnesota (S),




|
4

" and 4 1969 Meredith Avco (Melbourne, Florida (sr) and Faye\ttevilie, :

North Carolina (SF)) In 1970, American adquired Reading, Pennsylvania

(SF) and the franchise Yor Jackson, Misaissippi (P, an& in 1971 ac-

i
quired Charleston, West Virginia (SF) and Jefferson-Carolina Corp.32 .

»(Raleigh North Carflina ), Greensbor6 North Carolina (F)) ThuJ,

in July, 1972, American was the third largest CTV firm with, approxi-

v N !

“ mately 270,000 subscriptions. o N ' ‘

-
e

That same month--July. 1972--American agreed to nmerge with
Cox_Cable Communications Corp. into what would have been the second
largest CTV firm. Howevera/Jestiee Department disapproval resulted in’
a chneella:iéh of merger plans in April, 1973, Sogn after in ﬁa&. 1973,
American acquired the interests of Tiﬁe-Life Broadcast, Inc. in—several
@ejor systems ;ne frenchises (Fresno, California (F), Mar;on, Indiana

(S), Terre Hégte, Indiana (SF), Levittown, Pennsylvania (F)). In addi-

tion to acqufsitions,‘American has also obtained major new franchises.
) »

* in Orlando, Floridx (F), Albany, New York (F), and Orange County, Florida

(F), Thus, a% of June l, 1973, Amexican has remained among the leading
four CTV firms with approxima;ely 350 000 subscriptione.

American has grewn almost completely by acquiaibions of in~-
dividual systems and ‘small 5¥v firms. However, American currently has

a few large undeveloped franchises and applica;ions in many small com-
' LS - R ' ! ’
munities as well as seyeral large oneg.33 Thus, without the possibility

. ¢ !
of a major merger, American's growth will depend on small acquisitions

s

a ' \ .
such as Time-Life or on intermal development of its few large franchises.

ot

»
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. The fifth largest CTV firm is Cox Brpad asting Corp.,

Tt

L

34,35

¢ 3

B originally formed in 1964 to consolidate the ho dings oF five major .

A\
VHF television stations and several radio stations.3; Cox %TV interests

-«

.(Aberdeen, Washington (S)) ahd an interest in TranSeVideo

also began in 1964 with the acquisition of Clapsop Televieio ,Company
E%rp, (San

Diego, California (SF) ‘and’ 50% of Bakersfield, California (S)). . In

.

1967, Cox acquiredlthe remaining interests in Trans-Video Corp. and the
Bakersfield California system. Then 'in 1968, the cable televieion .

holdings were consolidated into the subaidiary Cox Cable Communications,

J

Inc. and expansion of the cable properties began in earneat , Thé major

- 3
acquisitionb to follow ware Teleayatema Corp. (Macon, Georgie (SF)) in

1969 and Santa Barbara, California (SF): in 1971.38

In addition to acquiaitions, Cox has been activa in obtainidg

'franchisea in mediuureized townd and major urHan areas. * Through an
y P

80%—owned subsidiary, Cox obtained a substantial franchise for Atlanta,

- Georgla (F) in l96§. As of 1972, development of‘the Atlanta gpanchise

3

has been'inconsequeﬁtial but Cox's survey responies indicatd substantial
plans for exbansion of plant-miles. In 1962, Cox also obtained a major
franchise for Moline, Illinois (F) and neighboring communities. ;Then

in 1971, Cox, in a joint venture with Melhar COrp.,.obtained the fran~,
N
chise to build and operate a CTV system in St. Louia, Miasouri (F) con- *

taining approximately 220 000 dwelling units. In addition, Cox dwns{
smaller percentages of franchiaes in Saginaw, Michigan (F5 ‘and Toledo,

4 »

ohio (F).

k4

A

P
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"Cox Cable Communications, Inc.. was the second largest cTV
4 ' \

< firm in Tate‘s January 1, 1970, tabulations with almost 200 000 sub-

1

scriptions. AB s result of tWo factors, Cox has fallen to fifth igqx-
(i‘ t

gest with 2175, 000 subscriptions as. of June l 1973. First. internal

growth on COx 8 major franchises has been - 8low process. And aegond

?

the preVious discussion kas demonstrated the~rapid rise of new CTV

‘firms hrough major acquisitions snd mergere.\ in JulyJ 1912 Cox at~ ;é

tempted to follow a similar route by nerging with Ameridan Television

%

and Communications Corp. However, "Justice Department disapproval'

r
N

‘prevented consummation of vhat would‘have been the second 1argdst“CTv :

'firm. Thus, futurs gfgwth,of'cqx maz depend on the development of

its-existing major franchises and its~ahirity to obtain new major .

franchises from among its-15 or so existing applications.39-

.

» '

'Conc&usionf} of Section IT1 / . ‘ .
( . N s » L]

. Thus,'a cursorx;examination of concentration ratios mask '

‘importaht trends within the CTV industry. For an indtstry which 16

Fd
growing very rapidly in many diverse 1ocalities with no apparent

. .
economies of scale across communities, one would expect to find a N

. h Ty

substantial trend of deconcentration. Instead we find moderate in-
creases in concentration of ownership. Behind the modeat increases

0
in. c0ncentration is a very strong merger and acquisition4 movement

[ \

among the industry leaders. Even though actual development has proven
succegsful in only a-relativply\smapl number of larger communitie&?

the industry leaderd have taken an dggrcssive lead in obtaining fran-
A . _- S‘- . M

C
¢

-‘.‘
AN I

.
P
. .
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“its resulting implications of increased price and reduced optput can-iﬂ -

chises in these-commuﬁities. In this way,' the industry leaders are g v

guerenteeing for themselves a.large share of new subscription growth

Al

\
as smsll communities become saturated. Thus, even tho;gh estimates of,

’

future concentrstidh are too difficult and uncertain to be of 1nterest, v =N

. .one wuld’ expect future increases in concentration. - N -

’ ' . s
4 s ‘ . B - .

Theréfore;ﬂit appears that since 1970, the ‘cable television ing

1

dustry has enteied a period of increasing concentration. ihe'explana-

. \ Ll _
tions and implications of this trend are’ unclear. Since CTV systems»;{‘ R

r e '

" are not competitive among themselves, the standard economic theory of

industry concentration to achieve monopoly profits does not apply snd
\

not be inferred for the industry. Perhsps the most. that csn bcsssid
H

‘at this point is thst incressed concentretion in the CTV industry may . v

reduce competition for.frsnchise grsnts. In 80 doing, franchising

) Y
>

communities may not be able-to ptevent the local monopoly conssquenCes- ’

- of increased price and reduce oytput, - Howover. in order tosmore(thor- _ "

l.oughly answer the basic question of why a:CTV.system is more‘highly,

P ! ' . ' “
valued by 8-large CTV'firm than by an individual'system owner -or a

small CTV firm, ‘the discuseion will turn to .an’ examination of recent

‘Verticsl {ntegrstion by the industry leaders in section IV. -

S . ) - > . . . )
Section IV ' 4 i ) , g
The vertical interrelationships to be discussed are those :

between the five industry leaders and (1) CTV equipment producers and/
\ . .
or (2) programming producers. CTV equipment is,generally'a one~time

P



~

)

input into construction of a CIV system whereas programming is poten-

»

tially a continuous input into CTV eystems.  Current programming inputs
of CTV. systems are by-and~large psssively derived from retrensmission

of-over;theeair programhing. Thus, the possibility of additional pro~

gramming originated and exhibited by CTV flrms 1s, the primary interest

-U .

- of this section. e i ‘ SR

"The CIV. equipment prodUcing firms have- had a closa historical

'relationship with the CTV industry.. 1n.the’early'years CTV equipment

firms,such-ss,Jerrold Electronics[’1 were'slsdtlesding CIV firms. How-
eyer.during the 1960's.rhé CTV equipnent firms‘experisnced‘a rapid )
_ relative decline as CTV firma. Amecb Entron snd Geheral Electric still
own and develop a few medium-size systems, sut Jerrold gold its remain-

ing CTV properties to Ssmmons Communications in 1971 and 1972. Such a

trend is not inconsistent with a Stiglerian theory of vertical disinte-

grationo
!

...young industries must design their
specialized\squipment and aften manufacture
' it,.... When the industry has attained a
. certain size and prospects. nany of these
"tasks are sufficiently important to ‘be-
turned over to specialists, It becomes
, profitable for other firms to supply equip—
. ment...’ 42 S

Entron and General Electric undoubtedly maintain their CTv'holdings

.only as a means of testing new equipment.43

R .
Simultaneously with the decline of full—line CTV equipment
'
producers as CTV operating firms, there has been marked recent trend
. s L . . e‘ . ’ -
toward vertical integration into specialized equipment by the industry

K4



leaders;l',4 TelePrompTer has acquiréd‘three'electronica firms since.
1965 and is developing auxiliary CTV gervices (household security
systems) and short-~haul microwave reldy systems as a subetitute for
. .‘ : exgenaive cabling situatione encountered while developing urban ‘CTV

ayateﬁa. In addition. TeiePrompTer is associated with Hughes Aircraft

45"

‘which has received 8 domeatic satellite grant. Similarly, Warner,

\ : ~ through its majority-owned aubaidiafy Goldmark COmmunicationa Corp.,ae

ie also developing auxiliary services (two-way cable capabilities.

‘ electronic pubiishing, and programmed education&l material for tele-

.

vision), ahort—haul microwave transmigsion, and domestic satellite

—

capabilities. In addition Tele~-Comnunications through ite subsidiary

Western Tele-Communications, Inc. hae el ranted its application for
4
47

v

o | satellites to relay televieion, voice, and data signals domestically.
Thus, vertical integration by leeding CTIV firms intO’equip~
ment has been aimed at very specific reaearch and development.- aﬁtivity
Auxiliary CTV servicea could provide aophisticated extensions to the
basic CTV servicea, Short—haul -microwave transmiaaion will be esgential

in order to avoid. costiy cabling in the dense ufban television markets.

f 1

‘And,domestic satellites, in conjunction with ground gtations “tied into

)

'regionafﬁmicrowave syateme; could provide simultaneous interconnection

. < of a firm‘s‘entire~subscribership‘and allow. the development of cable

\

televiaion networks.ths shall be diacﬁesed in section V, this interest

of leadiag C1V firms in domestic aatellitea aeeme to be closely i;}ér—

-

related with the iﬂcreaacd_indﬁatry concentration from the growth of




"CTV chains" previously discussed and with the vertical integration of"
™
these 1eading CIV firms into programming to be discussed next.

\

With a few exceptions. vertical integration into. programming
is confined to the leading five CIV firms 48 _TelePrompTer had been
involved in closed circuit teletasts of entertainment, sports events,‘
and businees meetinge even before it directly ‘entered into programming

production with the acquisition of Filmation Associates in 1969. Film-

ation is a producer of animated progremmiqg and in 1971 entered & joint

venture with Warner Bros. ‘tq produce’ animated films. TeleProampTer plans:

0

to expand Filmation into other lines of program production.49

In addi-
tion, TelePrompTer in. 1972 acquired Muzak, Inc., a producer of television

‘background music. ' . '

*
IS

. In the caee of Warner Communications, programming interests
“began in 1969 with the acquieition of Warner Bros.-Seven Arts, Ltd.,
while entry into the CT" industry did nct occur until 1971.  The Warmer
'Bros. eubsidiary finances and produces feature motion pictures for M
theatre and television distribution, produces television Seriea, and
produces phonograph records. Similatly,‘in'tneir 1971 Annual Report,
Twentieth Cehturx;Fog aleo ekpreesed its intent‘to make significant

. & L
acquisitions aud investments in the CtV industry citing the 1972 easing
of FCC tegulatorv‘restrictions es the notivation. Even though Twentieth
Century Fox has not made good oh its promiee, there seems to be a growing
affinity of major égtion picturc producers for the CTV industry.

4
1

wn
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ot

.prodyced several major motion pictur«s and television series.

¢ R =24-

) v

Tele-Communicstiona entered program dietribution and pro-

N

duction in 1971, with the acquisition of 78%¢of National Telefilm
!

’Associates, Inc. Nhtionel Telefilnm is primarily a fiim distributor, !
. R , 8 -

»”

but is also involved in.production of film and tape series. In 1973,
Tele-Communications also acquired NBC's xeievieion program syndication .

business. Thus, Tele-Coumunications is a eignificant program distri-

N

butor. : B

» American Television an& Communications possesses no program-
ming interests which. may have been one reason for ite aborted attempt
to merge with Cox Cable in 1972. Cox entered program production in

1967 with the acquisition of Bing Crosby Pro sctic¢es, and has since

50 In the

J97Q:s. Bing Crosby also entered‘joinc ventures for the production of

modest budget motion picturea. . &

-

Thus, one primary interest of the CIV industry leaders has been

the production of motion picturee. With few exceptione, this program—i

‘ ming production has been intended for primary.distribution through the

existing theatre and television outlets. and not through the firwu's own

CIV systems. This curious phenomenon 1s the result of a combination of

‘ current economi¢, technical, and regula;orx limitations to be hentioneq

in section V. The economic and technical limitations with cable tele-
vision networking are potentially surmountable, but the regulatory - !
limitations are anather matter.

, _ ’
& . N ;
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Cuiclusion: of Bection IV

The recent trends of vertical integration within the CTV

*

industry appear to be more than an incidental sidelight to the primary
CIV operations. The trends in concentration and vertlcal integration

seem intentional aﬁa coincidental. Section V will consider the poss;:

.
*

ble 'extent to which they are also complemgntary.

. ¢
D)

. ' 3
¢ 3

- . Section V

'

Ona possible explanatofy.scenario of the relationship between

" the trends of concentration-and vertical integration_reste upon the

.
“

public good natﬁre of prograﬁhing. ‘Programming is a public good in that
the marginal production costs of distributing the programming to addi-

; . o !
tional subscriptions is zero. This ig not to say that the distribution

.

]
costs of programming to additional subscribers is zero., On the contrary,

&

these distribution costs will include operating and capital coats of ,
wiring new subscriptions on existing systems as well as Intersystem pro-

gram transmission costs for wiring new subscriptions on new systems. y
} . . ] .
However, programming may generate revenues from additional subecriptigps

>

(subagrip;ioq effect) which dominate the distribution costs as wéll 33 the
fixed production costs of the progfammins. . e E
4 i
At it stands currently, CIV system revenues are limited almost

compleéely to monthly subscription chgrges.51 Pay cable cha;geasa and

oh

advertisin353 on originated programming” are incqnsequqnt&al sources of
revenues for CTV systems as a result of FCC restriction355 and the unproven
profitability of originatibn. Thus, CTV exhibitidn of originated program-

ming is completely a growth phenomenon--ite existence depending on the




-zq ‘ ) e L \9

X \ :
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.profitability of tHeinew subscriptions obtained. In other words, with
monthly charges as the only source of ?evenue, the‘merginal increase in
revenues from new originated brogramming is equal to the monthly revenue
~on the;new subscriptions induced by the programming-Lthe subscription

effect, 1In addition, the .maintenance of such originated programming de~

) 56

pends on the existence of a viable over~the—air altermative, Liberal~

g

iﬁation of‘the FCC's rulea restricting origiraced programming would ’

[y

certainly be the first- step in allowing cable television the chance to

-~

profitably medt public demands for additional programming.

N
Individual CTV syetems have traditionally prospered fronqght
o ¢ ) . ’ :
importation of distant network and independent signals. In non-urban -

areds, the denand for imported signals was so substantial that subscrip-
tion revenues dominated the capital costs of the plant congtruction and
the costs of importing and retransmitting the programming, especially
since’gg copyright fees were required. In addition. some CIV eystems
have\found that low cost local origination attracts enOugh additional
subscriptions to be brofitabie. However, few CTV systensihave found’
syndicated‘programming accessibie (territorial excluaivit§) or profitable.57
.For multi-eystem CTV firms, the lack of direct interconnections
between CTV syetens preeents a substantial oarrier tq the initiation of
networked programning. _Even the bicycling58 or programming among systems }
has been inhibited by the incompatability of videotape and film equipment.;9
Some leading CTV firms have taken emall steps to overcome these oroblems
by updating their individual systems in close geographical proximity.60

The strong interest of the leading CIV firms in domestic satellites is an



indication that this new distribution techiology may significantly
lower the initial barrier to the networking of originated programming.

With a'distributionatechnology such as domestic satellites

linking CIV systems eimultaneously,léhe public good nature of program-

/

ming implies that larger CTV firms would have a substantially greater
incentive to network originated programming.61 This is especially
true of CTV firms’ with undeveloped franchises in urbar areas where
the sobscription effect of originateé programning,ia presumably the
greatest since these qreasahave)the best access to most existing sources
of programming. "Public announcements of their intent to network and
their disgosicion}to vertically integrate into programming indicate
that the industry ieadeys expect networking of originated progtamﬁing
to eventually be profitable. In addition, ihe large number of recent

. stock’acquisitione %nd mergers signal the:recognition of tne addieional
profitability of apreading one set of program costs over the mexged CTV
sys&ems, benefiting both sets of Etockholders.

| In, addition the public good nacute 'of progtamming creates
fn incentive for large CcTV firms which are planning to network originated
programming to acquire individual systems with potentially substantial
subecription effects. Owhers of such systems withoué_accesa to equiv-
alent progranming will be unable to internalize the profits from the.-
subscription eifect.' Thue,,there exist prices at which the acquisition |

becomes mntually beneficial to both patties. This_1is one possible ex~

planation for the large number.of recent acquisitions of individual CTV



systems by large CTV firms if 1t can be argued that planned originated
programming by these large CTV firms’ is superiof to the programming

avallable to individual CTV sygtems.

Thusly afmed, a btief explanatory scenario linking the cén-
centration and véftical'integration trends can be presented.

Before 1966, imported over-the=air éignals were adegquate to
profitably penetrate all but the super feleviaion marlats (New York,
Los Angeles,62 Chicago, etc,) where imported signals wohld merely du-
plicate existing signals. However, the FCC's 1966 restrigtion on

importation into the top 100 television markets63

ended ;he supply of
costless high quality programming which CTV operatoré in these markets
required for profitable penetration. Thus, as in the aupet»te}evfbién
markets,'growth of cable television in the temaiﬂing top 100 markets
vas cemented to originated programming. Individuai CIV fiéms'in these ¢
markets were d;nied their primary additional programming sources, and
large CTV firms franchising major urban communities were forced to
consider origination of programming. By‘settigg up the pfhviously die—

I

cugsed incentive atructuyra, the 1966 restriction of importation, pre-
A N t4 64

cipitated an acquieition'and merger mbvomont within CTV industry.

\,
3,

However, thts'argument is not sound unless there are reasons

to believe that 1gcal origination and market sources of syndicated«pro-

. l':_ %
gramming available to individual CTV systems are inferior relative to

the potential network proéramming_of large CTV firms. Even though some

CTV operators have held high hopes of penetrating urban ddnority clusters

e

ot

~

with local minority programming, 1t certalnly seems that low cost, low

LS
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tolent locol origination would hoﬁe lesser yiewer appeal than the
originatéd-pfogramping 8 large CTVlfirm could profitably provide with
an adequate distribution technology. fSimilatiy. in order for large
CTV firms to snbstantially penetrate the super televisionlmatkets,
their originated programming would have to conpare favorably with‘the
existing independent over-the-air ptogramming derived from the syndi-
cation market..

-

Thus, unable to rely on local origination or theioyndicatioﬁ

" market, CTV systems would havé to form their own networks by_affiliation

in order to fully internslize the subscription effect from originated
programning. However, attempts tovform CTV netwotks,in'this way have
faile’ as a result of lack of participation.ss It geems that this

phenomenon is more than the result of traneactions conts or thc par—

‘vasive’distribution barriern' The leading CTV firms have such a dominant

control over those CTV franchises whers new programming cou}d substantially

'increase penetration, that their refusal to participate guarantees ‘the

‘failure of a CTV network. In particular, Shapiro s dissertation survey
found that TelePrompTer has a strict policy against cooperative programming

nrrangements with other CTV operators.se Thus, CTV concentration is

self—perpetuating by” ptoviding leading CTV firms with leverage to prevent

industy—wide networking and maintain the existing incentive structures.

Normally, even the 1eading CTV firms wouid have only limited
access to programming because of the pre-emingnce of theatree and over-

the-air television as distribution?channels. The iargest CTV firms can
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’

reach only l%kof the natior's television homes, whereas theatres aﬁ@ .
Jtelevision ha%e nearly 100% coverage. However, vertical inﬁegration
has provided the leading TV firms with programning affiliations

' neceasa;y '~~as in the sense of Stigler's young industtiea-~for ini-
‘tial efforts toward CTV hetworking. Such experiments with networking .
seem likely as soon as the dietributional barrier 1is overcome by the
deployment of domestic satellites.

. The above argument attempts to account for the apparent
interconnection between the increasing concentration within the CTV
industry,’the rapie growth of'large‘qgv firms by acquisition aed
' marger, and the vertical-integration 6£.these large é&v f{rms into
domestic satellite tecﬁholosy'and program production. .The argument
ie by no means a completely consistent ancbaccurate explanation for
' these trends within the CTV industry, Instead it is a simple explana—

tory BCenario prepared as food for thought.

Conclusion

To conclude, this paper has simply attempted £5 document
the recent alternatiens in the industrial structure of the CTV industry
- and to grasp for an understandiné of tﬁe causes. The basic observation
hag been that similar to over;eﬁe-air telavision, the public good as-
pects of programming are driving cebLezteleviaion toward the.formetion
of networks. However, unlike over-~the-air televisiop wﬁere ;ere than

one station can serve a community and where networks are ‘formed by



affiliation of sta;ions, éable teieviaion technology almost requires a
.‘sinhle distribution system and cable television netwdrké are evolving
.througﬂ ownership of systema.' This leaves many import#nt policy questions
unaneweréa. What type of direction, ox lack of direction, should be {m~
'posed upon éhe;developméﬁt of the cable televigion ipduatry in‘otdér to
obtain' optimal television services n&w and in the future?

An optimal production of\proétamming requires that everyone
have viewing access. ' An oﬁtimal cable distribution network requiyes )
that the plant be unique. Ygt, the provision of high quality and diverse
programming material requir;s.competicfon among prog;am exhibitoré.é?x(
These %§?ectives are not mutually exclusive. The first bast"aolﬁcion
would be the "separation of the media from the heesaée“ whereby the
distribution s?stem‘would simply be a nondiscriminatory cerrier of
multiple channels of programming produced by oth¢r9.68

A possible second beai sdlutionisuggéated from garlier argu-
ménts might be the limitation of concentration over cable distribution-
by means of anti~trust action. 1f such a policy could successfully limit
all CTV firms to an gpconeequeqtial ownership of cable diétriﬁutioﬁ;facil—
ities, then the economiéa of nefworking mighé force CTIV firms td behave
gpproxiﬁately likg non-discriminatory carrierp of programming. 1In other
words, without concentration over distribution, CTV networking activities
miéh; be spun off to specialists who woéld produce programming and ex-
hibit it by purchasing time,frdm aLIECTV firms: Such an altern#tive

solution may be of interéaq ghould the first best solution prove poli-

tically infeasible.
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R _Footnotes

1Cable television will hereafter be abbreviated "CTV" when used as an
adjective. | ,

-

2For an interesting“discussion of the early work of Parsons and Valson,
see Phillips [1972), chapters 1-6. It is also interesting to rote that
John Walson is still a ragjor CIV operator. He is principle owner of
Service Electric Cable TV, Inc. whicR 4s the eleventh largest CTV firm
(as of June 1, 1973) and consists of several large systems in Pennsyl-~
vania including Allentown, Pennsylvania with over 40,000 subascribers

3'I‘he FCC freaze wap ostensibly for the purpose of allowing thé'commis-
sion time for formation of regulatory policy for licensing the use of
the television 'spectrum in the public iaterest.

4TV Factbook~Services Volume, 1972-1923, p{ 75a.
5This explanation does not reflect all the relevant factors contributing
to CTV growth. In padrticular, CTV growth and penetration have been
greatest in communities just beyond tha tsalevision broadcast range of

 New York and Los Angeles, both of which have a substantial number of in-

dependent television stations over and above three network affiliatea.

6The FCC favored a policy of local television spectrum allocationa in
order to promotg¢ the use of the television media for accenting local
interests and concerns.

TSeiden [1965], pp. 83-84.

8smith, Ralph {1972}, - .

seiden [1965], pp. 58-62.

07,6 (29717, p. 106.

‘ - ) ¢
11TV Factbook- Services Volume, 1973-1974, P, 84a ligted total industry

subgeriptions at 6, 000,000 for January 1¢ 1972 and 7;300,000 foxr January
l 1973. Thus, & 650 000 is simply the midyear nverage. N .



. growth year of 1972, )
15

' .
i

120ATV Station Activity Agenda, 3&1y-necember, 1972.

13Weekly Television digest; Special NCTA ‘Convention Supplement, June
17-20, 1973, p. 1. _ = . ,
14

A five momth industry sﬁbscriptibn growth of 700,000 implies an ap-
proximate yearly growth of 1,700,000--400,000 over the maximum industry

{

RN

TV-Fagtbook-Services Volume, 1972-73, p. 75a. .

16TelePrompTer Corp. is a publicly-held corporation with approximately
3.1 million shares of common stock outstanding as of July, 1972. How-
ever, primary stockholders are Los Angeles sports promoter Jack Kent
Cooke' with 16.1% of outstanding stock and Hughes Airciaft with 5.5% of
outstanding stock (Wall Street Journal 12/3-8;3). Other important stock-
holders are Irving B. Kahn and H. J. Schlafly, the co-founders, and Jack
Wrather 4s a result of stock acquired from Western Union Telegraph Co.

in 1965. TelePrompTer Corp.,headquarters is in New York City. -

l7H13torical inforwation on TelePrompTer to follow is primarily from

Moody's Industrial Manual, 1973, pp. 3172-3174 and TV Factbook-Services

Volume, 1972-73. Specific systems menti -4 hereafter will have at

least 10,000 subscriptions‘(indicated by = ad/or 20,000 expected sub-
scriptions in five years (indics.ed by ° as =oported by the TV Factbook,
1972-73 systems surveys, ’ ’

lSIn December, 1971, Irving B. Kahn--co-founder, chairman, chief execu-

tive officer, member of the board of directors, and important stockholder
of TelePrompTer--was found guilty, fined, and sentenced to five years in
prison for bribery of the mayor and two city councilmen of Johnston,
Pennsylvania in return for the 1966 grant of an exclusive franchise (Wall
Street Journal 10/21-38; 2) As a result, Kahn has been replated in the
executive positions and on the board of directors.

lgTV-—Factbook-—Services Volume, 1973-74, p. 83a.

2oﬂistorical 1nformation on H&B Communications to follow is primarily
from Moody's Industrial Manual, 1970, p. 2039 and TV Factbook-Setvices
Yolune, 1972 73.

21Tate, p. 106.
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22Since July, 1972 TelePrompTer has obtained franchises 1in Anahein,
California; Gary, Indiana; and Duluth, Minnesota-Superior, Wisconain.
Additional major applications’ include Birmingham and Montgomery, Ala-
bama; LA-Watts and Sacramento, Califorriia; New Haven, Connecticut;
»Washington, D.C.; Jacksonville and Tarpa, Florida; Chicago, Illinois;
Minneapolig-St. Paul, Minnesota, Middletown, Bronx, and Queens, . New

York; Pittsburgh, Pennsylvania; Richmond, Virginia. and Milwaukee,
Wisconsin, . 5

23Warnnr Communications 1s a publicly-held corporation with headqu-:ters
in Neﬁ York City. Historical information on Warner to follow is primarily
from Moody's Industrial Manual, 1973, pp. 2759-2763 and TV Factbook-
Services Volume, 1972-73,

v

24Historical information on TeleVision Communications Corp. 1s primarily-
from Moody's Industrial Manual, 1971, p. 229 and TV Factbook—Services
Volume, 1972-73,

~

25Hietorical information on Cypress Communications Corp. is primarily
from Moody's Industrial Manual 1971, p. 76 and TV Factbook-Services
Voluma, 1972-73. .

26The Canton, ohio dystem cost Cypress 5.6 million dollars in 1972.

This amounts to approximately $350 per existing subscription (16, 000
in 1972). . .r

27Warner 8. majoy applications include Birmingham, Alabama; Phoenix,
Arizona; Little Rock, Arkarsas; Sacramento, California; New Haven,
Connecticut;. Uashington, D.C.; Jacksonville and Tgmpa, Florida, Chicago,
Il1linois; New Orleans, Louisiana; Baltimore, Maryland, Boston' and
Springfield, .assachueetts, St. Paul, Minnesota; Omaha, Nebraska, Cin-
cinnati and Dayton, Ohio; Providence, ‘Rhode Island; Dallas, Fort Worth
and Houston, Texas; Richmond, Virginia; and Milwaukee wisconsin--most
a8 a result of the merger with Cypress. .o

28 n 1973, Warner attempted to acquire Sterling, Mamhattan with its over
40, 000 subscriptions in lower MNsghattan and franchise on Long Island.

However, the acquisition was terminated as a result of, the inability to
reach an agreement,

.

29Te1e—Communications is a publicly-held corporation with hesdquarters
4dn Denver, Colorado. Historical -information on Tele-Communications to
follow is primarily from Moody's OTC Industrial Manual. 1973. PP, 425-
426 and TV Factbook-Sarvices Volume, 1972-73. :

.

-
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300f its less than 30 applications, the only major ones appear to be
Sacramento, California; Jacksonville, Florida; Portland, Maine; and
Omaha, Nebraska. : . :

American Television and Communications Corp. has its headqua:ters in
Denver, Colorado. Hidtorical information on American Television and
. Communications Corp. to follow is primarily from Moody's OTC Industrial
Manual, 1971, p. 70 and TV Factbook-Services Volume, 1972-73,
. ‘ o r
32Je£feteon—Carolina Corp. was acquired from Unfted Utilities, Inc. and
Jeffergon~P{lot Corp. The acquisition involved systems,, frenchises, »

and applications predominantly in North Carolina where United Utilities
operates many local telephone systems, -

’ o . ' Ty
33Amer1can'a major applications include Sacramento, California; Jackson-
ville and Tampa, Florida; Portland, Maine; Baltimore, Maryland; Middletown
and Queens, New York; Omaha, Nebraska; and Providence, Rhode Island.

34As~of 1972, J. M.'Cox, Jr., chairman of Cox Broadcasting Corp. and

tembers of the Cox family controlled 58% of the 5.8 million outdfanding
shares of common stock in Cox Broadcasting Corp. which in turn owns 56.3%

)l
)

"+ of the nearly 3.6 million. outstanding shares of common stock in Cox Cable

Communications, Inc. The headquarters of Cox Broadcasting Corp. is in
Atlanta, Georgia. . : .

35Historicai information on Cox to follow is primarily from Moody's In-

dustrisl Manual, 1973, pp. 1240-1241 and TV Factbook-Services Volume,
1972-73. ’ ] - :

36The VHF television stations are iu Atlanta, Georgla; Dayton, Ohio;
Oaklend, California; Pitteburgh, Pennsylvania; and Charlotte, North
Carolina; and the radio stations arq in Atlanta, Georgia;.Dayton, Ohio;
Charlotte, North Carolina; and Miami, FlQrida. ' ‘

37Among the aystems obtained from Clapsop Television Co. was the Astoria,
Oregon system originated by L..E. Parspns in 1948, . '

38 e Santa Barbara, California system cost Cox approximately 7.9 million '
dollars in 1971, . This amounts ta “approximately $260 per existing subscrip-.

tion (3 30,000 in 1971). :

“
—— — .
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39Cox 8 major applications include Sacramento, California; Peoria,

Illinois; Omaha, Nebraska; Pittsburgh, Pennsylvania; Milwaukee, Wis-

consin; Cleveland and Dayton, Ohio. One poss{ble reason for Cox's

deaire to merge with'Amerfican Television and Communicati ns Corp.

might have been 1ts relative lag in franchise application as compared

to other industry leaders. The merged firm would have pu thé combined .
firm on a par with TelePrompTer and Warner in applications as" well as
subscribers. . .

AOThe predominant method of acquisition is by common stock. Thus,
",acquired firms become important stockholders in the acquiring firms.

1Milton'Jerrold Shapp started Jerrold Corp.with $500 in"1967.. He
was instrumental in the early development and application of community
antenna and cable technology. Shapp sold his interests in 1966 for
$10 million in order to enter Pennsylvania politfcs. He was elected
governor of Pennsylvania in 1970. Jerrold Corp. is now a'subsidiary C e
of General Instrument.

425 ¢1gler {19511, p. 190.

>

43Tﬁis point was suggested to me by my uncle, Howard Gordon, who 1is -
an enmployee of Ceneral Electrit. .

44Information on the verqical integration of the firms to be. discussed

is primarily from Moody's Industrial Manual, 1973.

451n 1972, the FCCU 3ranted several applications for domestic satellites
including Bne by Hughes Aircraft which stated its plans for point ¢t .
multi-point program transmission necessdry for a CTV network. Tele- “
PrompTer--also has pending applications for earth stations. (Pikes and
Fischer Radio Regulation (24), 1972, pp. 1942~19‘3 )

-

66Goldmark‘Communicetiona i8 headed by Dr Peter Cs‘dncrk ‘who was iﬂ~
strumental in the development of the long playing record, color tele-
vision, and video cassettes.

’ ¥

=

47The application called for-two satellites and six domestic ground
stations to be eventually extended to hundreds of ground stations’,
The satellites would Be capable of carrying twenty channels of tele-
'visiou. . &

L . R p : 5
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48Viacom International Inc.,~the sixth largeat CIV firm, was apunoff
from CBS 1in 1970 when the FCC ruled that no network could maintain an
interest i{n any CTV gsystems (Phillipa (1972], p. 131). Anyway, Viacom '
1s engaged 1u worldwide program syndication and distribution.

4 . B . > ‘o - .
9relePrompTer Annual Report, 1971. - ‘ ' *
! | ?OBing Crosby's two”most successful recent’ motion piCturea were ”williard"

and "Ben," and its most successfu teievision ‘geriés-was "Hogan's Heroes."

/’
>

. SlMonthly subscription charges range from $3. 00 to $25 00 but are gen~ \
) ' erally $5.00 to $6.00. . ‘

t ¥
S
52Pay cable charges. are fees for additional programmins such a8 new
movies which are obtained independentl by CTV systems or could be pro-
duced by CTV firms. Currently, there is only limitad experimentation
with pay cable. Most notable is Warner with ten operational pay cable
systems ("Broadcasting," Oct. 8, 1973, pp. 22-23).

‘ : 53Advertising on retransmitted signals must be carried as ia and com- .
mercial advertising on originated programming is prohibited éy the FCC.

5""Originated programming on a CIV system in this papér means exhibited
programming which'is obtained by purchase from ‘programming production
sources or aelf—produced that, is, programming not obtained by retrans- .
‘'mission of exiating over-the-air television sigﬁals.

e
3

55curzent FCC regulations (Oct. 1, 1972, 47, CFR, 73.643-4) essentially
restrict purchased originated programming to feature films released no

¢ earlier than two years before caple televigsion exhibition and to sporting
. events not desired by over—the—eir television., No geyles programs are
allowed However, self-produced non-series programs could be exhibited.
841 th.a "wired nation" and tha demige of the over—the—air alternative,

CTV firms could eliminate originated programming without a subsequent
1oss of subsctiptionss

. ‘ ‘ N o5 } L
57Manning {1973]) estimated the rates for syndicatedkprogramming to be tuo
high for profitable-exhibition on most CTV systems. Manning also poifits
out that.the greater TV home coverage of over-the-air television and
territorial exclusivity fn the distribution of syndicated programping
will prevent cable television access to this mdrket for programming.
P -
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58Bicyclins of programming means distribution by sequential wailing of

q§otape or firm to the various-systems for exhibition. This method
istr{bution lacks simultaneity of exhibitfon characteristic of the

P ma)or over-the~air networks,
59 - . ' '
_ Shapiro (1972], Pp. 34-37, !
L} . ] -
. 6OCTV firms standardizing equipment include American Television and
N ‘ Comzunications Corp., TelePrompTer, Tele-Communications, Inc., and

+ Cablecom~General, Inc. "CIV firms ianterconnecting systems by microwave
include Tele-Communications, Inc, Shapiro [1972]), chapter 1V. :

61 Th;s argument i{s based on the assumption that domestic satellites will

not only reduCe the cost of simultaneous distribution, but will :lso
result in economlies of scale in distribution with respect to the umber
of systems interconnected.

620urrenc penatration in New York City is primarily from improved re-
ception in areas with building interference. Current penetration in
the Los Angeles area is also from imprdved reception of VHF signals and
closely spaced VHF signals.

\ 635avefe restrictions on the importation of eignals into the top 100

markets isaued on March 8, 1966 were a result of the FCC's misguided
concern over cable telavision's threat to the viability of UHF television. .
The concern was wmisguided in that later evidence indicated that cable
television improves viewerehip of UHF gtations by their improved reception
~ " ~7""on cable.

~

64In interviews with TelePrompTer officials, 'aillips [1972] noted that
TelePrompTer acquired gome major CTV systems ='. good prigces because the
individual system owners perceived a substantial threat to the future
growth of their concerns from the 1966 FCC rulings.

65 Shaptro [1972).

%6Shapiro [1972], pp. 113-114. '

67Beebe {1972].

%8owen [1970].
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Abstract

3

. After a brief review of the growth of cabie television
“from 1948 to 1965, the paper gxamines in more detall trends in‘the
structure of the industry ‘since 1965. Specifically, interest re-
‘volves around the apparent trends of concentration and vertical
1ntegra;ion within the industry.: Subscription concentration ratios
are estimated ffom 1965 to 1973, and they partiallx/confirm the
R trend of increased concentration. Corporate histories of the leading'
»&, + firms are then used to demonstrate“that the increésea»in céncentration
have be?n the result of a pervasive acquisition and merger movement
with;n the industry. 1In addition, documentation is-btésaﬁted of
vertical integration‘by‘tﬁe leading firms into both program production
and development of specialized equipment.
. Finally, an attempt is made- to associate these recent trend%
~ in the structure of the cable télevieion 1ndua;;y'with the public good
aspects of programming. The conclusion 18 that cable television is in
the carly stages of network formation via codcentration of subgcriptions
< and 1nteg?;tion‘into both programming and doﬁeatic satellite technology.
Some thoughts o poesiple policy alternatives cancluae the paper,
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